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TELECCMMUNICATIONS INDUSTRY UPDATE

The Joint Board’s recommendatian on Universal Service: future subsidies to local companies
will be legs than past subsidies.

The foint Board met yesterday to vote on its recornmendation an Universal Service. Our repart 1s
based on the discussion at the meeting and on the press releasas, which are all that is available so far.
The full documant will be issued later today or next waek.

The Tulacom Act of 1996 dacreed that subsidias implicit in rates be made esxplictt. In a competitive
world, rates are cost-nased. The Act attempts to get to a competitive marketplace as fast as pessible
by decreeing that subsidies which have beer implicit in some rates be made explicit. The Act alse
decreed that Unjversal Servica be preserved: that telecom services remain available and affordabic
throughout the country. [n particular, it decrend that advancad telecnm servicas be available to
schools, libraries and rural healtheare providers. Essentially the Act decreed that the subsidies of
basic local rates which have been buried in the prices of other services be made expliat 2y being
moved into Universal Service Funds (USF) at the federal and state levels. The Act instructed the
Federal Communications Commission (FCC) to appoeint a Joint Board, including three FCT commis-
sioners, four state commigsioners and a state consumer ad vocate to make recormmendanons to the
FCC about the federal rules Universa] Servica rules and to create the federal USF. The FCCis then te
open that recommendation to public camment, and by May 8, 1997, the FCC is to establish rules for
faderal Universal Service support The rale of the Joint Baard is significant, but purely advisury. The
final dacisions will be made by the FCT next Spring. We highlight that becausa the views of some
state commissicners were very different from those of the FCC members of the joint Beard.

Key Points:

The Board reached agreement on some very key issues. The Board agreed on the definition of
Universal Service, increased support to low-income users, set up the education part of the Fund and
cappad the size of that part of the Fund. [t also sat up the possibility the Subscriber Line Charge will
be lowered somewhat.

Most impartantly, it also agreed that support for high cost rural areas should be daterrnined
through a proxy medel, yet to be finalized, that will be based on forward lecking costs, not embed-
ded costs. This means that the Fund will be created bottom-up, with compenzsation based on the
difference between a company’s hypothetical efficient cost in a given location minus a national
benchmark cost. The compensarion will not be based on embedded costs. While the Board did nat
size the Fund, it is clear that it will not attempt to kaep the local companies whele.

The Board did not agree on jurisdiction. Some state commissioners did not want the federal Fund
to draw on intrastate revenues. Other state camrnissioners seem willing to allow that, if the Fund
needs to be large. The FCC commissioners all bulivve they have the autherity ta draw on intrastate as
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well as interstate revenues for this purpese. Thus, the issue of jurisdiction rears it litgious head

again.

Becausa the Baard did not decide whathaer to use intrastate revenues to feed the federal Fand, it
did not size the Fund. [t also defined the benchmark it will use tc determine need for support on
revenues as well as costs. Theidea is that a company’s costs in a given arca will be compared to that
national average benchmark, and the gap will be Alled by the Fund. Apparently, where the bench-
mark i3 sat will degend not anly on what averags forward locking costs are nationwide. but what
revenues are available to support these costs. What wa infar, in plain English, is that if intrastate
ravenues cannot be used to feed the federal Fund, the benchmark will be ser at a level that results ina
small federnl Fund and most of the burden of supporting local rates will be left to the states through
state Funds.

There are several key bottom ling implications to this arcane jurisdictional dispute, and we beliave
thair primary impact will be on local companies, Between the lines, it appears that the burden on
leng distanca companijes will be smailer than it has been in the past. The federal Fund will be
smaller than current access charges, if long distanca revenues alone support it. Alternately, a large
fund could be created but it would ger much of its suppert on the basis of intrastates revenues, which
are over two thirds of all telecom revenucs in the U.5. Thus, the real implication of tha furisdictional
issue {= not whather long distancs comparues are the winners. They are. The question is which lozal
companics are the biggest Jlosers. Will low cost states support high cost statas, via a large federal
Fund based mostly an inirastate revenues, or will each state have to fund itself? Either way, we see
the long distance companies as winners. It will, hawever, make a big diffarence to the laca) compa-
nies' financials. With a small fedaral Fund, rural companies like GTE, US Waest, BeilSouth do much
worsc than with a large federal Fund. Conversely, Ball Atlantdc. NYNEX, Ameritech do much better.
We expect the FCC, when it makes the final decision in May to opt far a bigger Fund that draws on
Intrastate revenues. However, wa also believe that decision is likely to be appealed in Court.

Moze detal:

The joint Beard recommends, but the FCC will make the finaj decisions. The Joint Board recofr-
mendations that follow are will be considered by the FCC as it continues to deliberate the issue of
Universal Service, but the final dacisions will be made by the FCC alone by May 8, 1997. Tharisa
critical point, becausa on many kay issuzs the FCC commissioners differed from same or all of the
statc commissionars.  Thus, we will highlight the pesitions of the FCC commissioners in arsas where
there were disagreements between the state and federal commissioners.

Universal Service is defined as single-party, voice grade accass to tha public switched netwaork,
includes some usage, and access to: operator services, emergency services (911), interexchange
services, and directary assistance. Dial-tone multi-frequency signaling must also be avaiable.

Any common carricr who offers al) such services throughout its designated service area is eligible
for support from the Universal Service Fund (USF) regardless of the technology it uses. Thus,
wiralass or cble compantes, for sxample, can recaive support as long as they provide those basic
servicas. They would also contribute as long as they arc interexchange carriers.

To help provide for low-incoma users, the Beard recommends extending Lifeline and Link-Up
programs nationwidc and increasing the faderal subsidy for those in tha program from 53.50 to 57
par month.
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Support will be provided by the Fund to scihocls, libraries, and rural healthcare praviders. The
support for healthcare is left to be fleshed out, but is not expected to be a large amount. For scheols
and libraries, a sliding senle of discounts on servicas is o be provided by carriers, who are then
compensated by the Fund. Discounts range from 20% for schools and libraries in the wealthicst
areas of the U.S. to 90% for thase in the poorest. Most will receive disccunts of 40-90%. The part of
the Pund that supports schools and libraries was capped ar 52.25 billion. Jt was decreed that this part
of the Fund be supported by ail interexchange carriers based on both interstate and intrastate
revenues. That is, both local and long distance companies canrribute to this part of the Fund, based
on all their revenues net of transfer paymants to other carriers {e.g. long distance revenues net of
access charges). On the issue of funding, twa state commissioners dissented based on thmir viaw that
the FCC has na iurisdiction ovar intrastate revenues,

The biggest part of the Fund 1s likaly to be support for rural and high cost areas. The Board did
not size this part of the Fund and thus did not siza the total Fund. All members of the Beard did,
howavar, support the use of a proxy medal based on forward-looking zests to determine support
necded for rural, high-cost companies. Comments made by various commissioners sized it as
potentially several billion in one case, as 38 billicn ta 515 billlor in another case. There was a sense
that the size of the federal Fund will depend on whethet it draws on intrastate ravenues. [f it does, it
will be fairly large, while if it is basad on interstate ravenues only it might be fairly small. Howavar,
Chairman Hundr, who supports drawing on intrastate revanues, indicated that the federal Fund,
including the new support for eduction. will be much smaller than the intal implicit subsidies that
support universal service today. Local companies are expected to become mare cffident in a
<ompetitive world and to need ass support than they hava in the past.

Pricr attempts at sizing the Fund have ranged fram $4 billion, submutted by MCI, to 520 billien,
submittad by USTA, tha association of local phene companies. The USTA number attempts to size
subsidies currently implicit in various rates. [n the past, access charges end rares on toil and value-
added services supportad lacal basic rates at levels below cost in most of the country. In addition,
support for the highest-cost rural areas was provided thraugh a high cost fund, which is currently
wall under $1 billion. Suppert came from both interstate and intrastate saurces through a mixture of
subsidies buried in various rates. In addition, through the hugh cost fund some mastly urban lccal
companies have supported some rural local companies. Tha tatality of such implicit cross-subsidies
from all sources has becn sized at 520 billion by LISTA, the local companies” association. It repre-
sents the number required to kesp the lccal comparies whole. We balieve that number ix on the low
side, not on the high side. The MCI view iy that most of that $20 billicn represents inefficiency which
should be squeezed out of the system rathar than subsidized. MC! and others have submitted proxy
models which hypothasize a newly-build efficent network that uses the most modern technologes,
and cost out the systern based on that basis. Results of such models are far lower than 520 billion.

The Board unanimously agreed on the principle of using a bottom-up proxy medel based ¢n
forward-lacking costs, not embadded costs. 1t left the thrashing out of the specific madel and its
inpues to workshops that will be held over the next few months, and thus gave the local companies
one mare chance to bring in thair own varsions of forward-looking modecls that will presumably be
more faverable than the ones now befora the FCC, maost of which were funded by MCl. Thus, itis
clear this will not be a make-whole Fund, but the LECs have another chanca to submit numberx that

keep it from being a disaster for themn.

While it is clear that the Board did not agree on jurisdiction, it did agree that the Fund wi] ba

Mxxmm-um-mhmmunmaﬂy:\dhmmmﬂdhmuarqvmﬂmwuaunndumuluquumad«hnqm,W1u. Tho iaciual initrmasian givon fvoran is Lean
1Tl conmen which we balive lo Oe failadis_ bu| is ot rigranteg by Us ss o yat The con prassad hauld be given anly cch waegitt 3s winians warrant. Thit i andiar it afffcers ander mamoers of fiar
!mhsmayhan;pasmmhcmuinmmlmdmnmwmuhmmumﬂlaulqdw-ami-.hmnh-hmnh-mmm- rarsice, driditonod ¢ fon s dative s the Subjogs: decyussad i alable n o
»iows.

[Y)



//’ / C/ﬂéw‘/l/—‘
St. Catherine's School \-/(/ )

1003 No. Broad Street
E[izal;st/)z, New gsusy 07208

FY EARTE OR LATE FILED

November 4, 1996 RECE/VED

N
Federal=-State Joint Board on Universal Service Fon: oy’4l995
c/o Federal Communications Commission ﬁ*VCHWﬂ
1919 M St. NW %gfﬁw&g}mm:
Washington, DC 20554 Secrgy,, M-

Dear Members of the Federal-State Joint Board on Universal Service:

Catholic Schools are under constant budget restraints.
Over the past four years I have observed a constant trend to
pay more for goods and services, Emergency situations centering
around facility needs are causing spending for plumbing and
electrical repairs. Additionally, assisting those who have and
are suffering economic problems continue to drain our limited
resources.,

Technology investments can only help all children if the

FCC permits discounts rates to assist our school., Significant
savingswill permit us to meet the needs of children with your

help.

Therefore, I am requesting your recommendation and support
to the Federal Communication Commission on November 8, 1966 for:

1. Discounted telecommunications rates for schools and
libraries,

2. Basic and advanced services should be eligible for the
discounted rates.

Thank you for helping us help children.
Very truly yours,
S ST
)

Polidoro, Ed.D.

eter N.
rincipal

PNP/jim

CC: Sr. Suzanne Bellenoit, SSJ
Asst. Supt. Gov, Prog.

[
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114 Chestnut Streei
Federai Sumr_nuni:asﬁcns Commiszion Kearny, NJ 07032
Offcs of Secrefary November 2, 1996
Dear Board Members,

{ amra First Grade teacher at Saint Cecilia School in Kearny, New Jersey. We are very
excited about our new computers, which we are leasing from Apple, and were just wired
for the Internet. Since we are a private school we depended upon contributions to defray
the cost of “Netday”. The only ways we can afford investments in technology are from
fund-raisers, contributions, and discounts. We are a small school but have a lot of spirit
and drive. My students are so excited about using our computer which we have to share
with two other classes.

If we are to continue to develop and enhance our technology plans we need you to
provide discounted telecommunications rates for schools and libraries. We also need
basic and advanced services eligible for discounted rates. I hope you keep us in mind

when you make your recommendations to the FCC on November 8.

Thank you,

Mo Ex . b

Mrs. Eva M. Reese
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